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Questions to be discussed
1. General characteristic of an audit procedure
2. Auditor responsibilities

3. General conditions for auditing  
4. Professional standards and audit report
New terms:  
 Audit of financial statements -  means audit service on verification of accounting data and indicators of financial statements and/or consolidated financial statements of the legal entity or representative offices of foreign entities or another entity that submits financial reporting and consolidated financial reporting of the group, in order to express an independent audit opinion on its compliance in all substantial aspects with the requirements of the national accounting regulations (standards), international financial reporting standards or other requirements;

Auditor - means a natural person, who confirmed qualification to perform audit activity, has the relevant practical experience and is listed in the Register of auditors and audit entities;

Audit procedures are the processes, techniques, and methods that auditors perform to obtain audit evidence which enables them to make a conclusion on the set audit objective and express their opinion. Sometimes we call audit procedures audit programs. Auditors normally prepare audit procedures at the planning stages once they identified audit objectives, audit scope, audit approach, and audit risks.

Auditors design audit procedures to detect all kinds of risks that they identified and ensuring that the required audit evidence is obtained sufficiently and appropriately.

Audit planning is a major part of audit works for both internal and external audits. A good audit planning will help the auditor to minimize its risks, improve audit efficiency, and meet its objective at the minimum effort.
Audit report - means a document prepared by the audit entity on the basis of the audit of financial statements (consolidated financial statements) in accordance with the international standards on auditing 

Information
An audit is the examination of the financial report of an organisation - as presented in the annual report - by someone independent of that organisation. The financial report includes a balance sheet, an income statement, a statement of changes in equity, a cash flow statement, and notes comprising a summary of significant accounting policies and other explanatory notes.

The purpose of an audit is to form a view on whether the information presented in the financial report, taken as a whole, reflects the financial position of the organisation at a given date, for example:

· Are details of what is owned and what the organisation owes properly recorded in the balance sheet?

· Are profits or losses properly assessed?

When examining the financial report, auditors must follow auditing standards which are set by a government body. Once auditors have completed their work, they write an audit report, explaining what they have done and giving an opinion drawn from their work. Generally, all listed companies and limited liability companies are subject to an audit each year. Other organisations may require or request an audit depending on their structure and ownership.

· Audit other information provided to the members of the organisation, for example, the directors' report.

· Check every figure in the financial report – audits are based on selective testing only.

· Judge the appropriateness of the organisation's business activities or strategies or decisions made by the directors.

· Look at every transaction carried out by the organisation.

· Test the adequacy of all of the organisation's internal controls.

· Comment to shareholders on the quality of directors and management, the quality of corporate governance or the quality of the organisation's risk management procedures and controls.

· Predict the future – The audit relates to a specific past accounting period. It does not judge what may happen in the future, and so cannot provide assurance that the organisation will continue in business indefinitely.

· Be there all the time – The audit is carried out during a defined timeframe, and auditors are not at the organisation all the time. The prime purpose of the audit is to form an opinion on the information in the financial report taken as a whole, and not to identify all possible irregularities. This means that although auditors are on the look-out for signs of potential material fraud, it is not possible to be certain that frauds will be identified.

· The organisation's management prepares the financial report. It must be prepared in accordance with legal requirements and financial reporting standards.

· The organisation's directors approve the financial report.

· Auditors start their examination by gaining an understanding of the organisation's activities, and considering the economic and industry issues that might have affected the business during the reporting period.

· For each major activity listed in the financial report, auditors identify and assess any risks which could have a significant impact on the financial position or financial performance, and also some of the measures (called internal controls) that the organisation has put in place to mitigate those risks.

· Based on the risks and controls identified, auditors consider what management does has done to ensure the financial report is accurate, and examine supporting evidence.

· Auditors then make a judgement as to whether the financial report taken as a whole presents a true and fair view of the financial results and position of the organisation and its cash flows, and is in compliance with financial reporting standards and, if applicable, the Corporations Act.

· Finally, auditors prepare an audit report setting out their opinion, for the organisation's shareholders or members.

Auditors discuss the scope of the audit work with the organisation – the directors or management may request that additional procedures be performed. Auditors maintain independence from management and directors so that tests and judgments are made objectively. Auditors determine the type and extent of the audit procedures they will perform, depending on the risks and controls they have identified. 
The procedures may include:

· asking a range of questions - from formal written questions, to informal oral questions - of a range of individuals at the organisation

· examining financial and accounting records, other documents, and tangible items such as plant and equipment

· making judgments on significant estimates or assumptions that management made when they prepared the financial report

· obtaining written confirmations of certain matters, for eg, asking a debtor to confirm the amount of their debt with the organisation

· testing some of the organisation's internal controls

· watching certain processes or procedures being performed

Before Audit (Pre-audit activities):

Pre-audit activities are also the importance of audit plan and in this stage, as require by standard, the auditor should:

Perform client due diligent to make sure that the auditor fully understands the client’s nature of the business, sources of fund, and its major activities. This is to avoid engaging with the client that involved illegal activities or money laundering.

Perform an understanding of client and firm to ensure that there is a major conflict of interest and independence that could affect audit works. Maintaining audit independence is very important to ensure the quality of audit opinion.

Consider client integrity before accepting the audit engagements.

Understand the term and condition of audit engagement before accept to avoid any conflict.

Planning Activities:

At this stage, the auditor requires establishing an overall audit strategy that sets the scope, timing and audit direction and guides the development of the audit plan.

This is to ensure that the audit plan reflects the scope, and nature of engagement. Here is the list of things that auditors should do during the audit plan.

Identify the Characteristic of Audit Engagement:

The auditor should identify the characteristics of the engagement that define its scope.

For example, Audit of the client’s financial statements or review the client’s financial statements for the specific period. This is very important.

Most of the audit firms document this in the audit engagement letter. If the audit fails to identify this in the audit plan, the audit report that the auditor releases might not the one that the client needs.

Also, the different types of audit engagement might have a different level of assurance.

For example, the reasonable assurance required the auditor to perform their testing detail and much more detail than the review or compile financial statements.

A review engagement is a limited assurance and that means less assurance is providing.

The reasonable assurance engagement might be for the purpose of the statutory requirement or shareholder requirement. Yet, the review engagement probably for the purpose of bank requests.

Defined Report Requirement:

The audit report is very important and the auditor should identify the objective of using audit reports and the time required.

For example, what are the report using? And probably who going to receive, and access the audit report. This point should also document in the engagement letter.

This is also related to the point above. Let say, the company is required by law to have financial statements audited by CPA firm annually. This engagement is called reasonable assurance engagement.

The timeline of the report is also an important part of the audit plan. If the time is not sufficient, auditors should assess the impact of audit quality as the result this.

In this planning stage, the auditor should assess if the timeline is sufficient enough for them to perform their works as well as manage their resources.

Negotiate with the client to have enough time for auditing is the best option; however, if the client does not agree then the auditor should consider whether the allowable timeline really adversely affects the quality of the report.

In case, the quality of the audit is impaired to the level that could not accept, then the auditor should consider withdrawing from the engagement.

Assess Conflict of Interest:

Consider if there any factors that could affect the audit team member’s professional judgment and subsequently the quality of the audit report.

For example, there is a conflict of interest between team members and clients. Team member uses to be staff in Finance Departments or client is the prospective employer of some of the members.

Normally, auditors request team members to sign on the Independence Confirmation Form or Conflict of Interest Form.

And if there is a conflict of interest, assessment should perform to identify how seriously it is and the assessment should document and keep properly.

In case, the result of the assessment found the conflict of interest is high, for example, the team leader of the audit team is the manager in the finance team, then he should not allow leading the team.

And all of his works related to this engagement should review again by other independent managers.

Assess Resource Requirement:

The success of audit engagement and good quality of audit reports depend significantly on the audit resources. Those include the number of audit team members, qualifications, and experiences.

There is a number of questions to be asked when assessing audit resources requirement, for example:

How many audit team members required for the engagement?

Does the team member have experience in auditing such industry?

When will the audit work start and when will the report require?

Where is the client’s office location? And do we need to have a lot of traveling?

There are many other questions to be asked depending on the characteristic of audit engagements.

The audit should also ensure that team members understand the nature of engagement or audit. This is probably done by having a team meeting.

If audit resources are not sufficient to conducts audit engagements, then the auditor should negotiate with the client to extend the timeline so that resources could properly manage, or withdraw from the engagement.

Risks Assessment:

Risks assessment is also one of the most important parts of the audit plan and it is also the requirement of the International Standard of Auditing.

The auditor should perform risk assessments by reviewing from control environments which is the big picture of the control activities of each key process and procedure.

Control over financial reporting is the key area to be review and validate. If the control is not strong enough, the audit approach might be changed.

The auditor should not rely on the control and they should consider reviewing the transaction and event in detail. In such a case, auditors should consider using a substantive approach to audit financial statements.

Fraud assessment is also an important part of this planning and auditors should assess the risks of material misstatement not only because of error but also fraud.

Fraud detection is not the auditor’s primary responsibility but assessing the risks of fraud is part of the auditing requirement.

A risk assessment procedure could be adopted from the COSO framework or other frameworks as necessary.

 Auditor

An auditor acquires the right to perform audit activities after confirming the qualification and obtaining practical experience in a manner prescribed by this Law. The auditor, who has acquired the right to conduct audit activities, is included in the Register. The auditor has the right to conduct audit activities only after he was included in the Register as an audit entity.

The auditor performs audit activities as a part of the audit firm and/or as an individual-entrepreneur or carries out independent professional activity, provided that such a person is not an employee of the audit firm.

The auditor shall be prohibited to implement directly other inconsistent with audit activity types of business activity that does not exclude their right to receive dividends, income from equity rights, income from rent and disposal of movable and immovable property, passive income.

The auditors may carry out public, educational, training and scientific activities, preparation of publications including receiving the appropriate remuneration.

The Auditor shall not be a person, who has anoutstanding orunexpunged conviction in due course, or on whom during the last year administrative penalty for committing corruption offences was imposed, and the person to whom the penalty was applied during the last year in the form of an exclusion from the Register for submission of inaccurate information to the Register.

The auditor is forbidden to use his authorities to obtain undue benefit or acceptance of promises or offers of obtaining such a benefit for himself or other people.

Auditor from the foreign state may acquire the right to conduct audit activity in Ukraine in the manner prescribed by this Law, and subject to his compliance with the requirements established by this Law.

Questions or Tests for self-evaluation
1. How is the audit conducted?

2. What don't auditors do? 
3. What can't auditors do? 
4. What do auditors do, specifically
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